University of Mississippi

eGrove
Publications of Accounting Associations,
Societies, and Institutes
9-2-1924

Executive Uses of Costs
Howard Berry

Follow this and additional works at: https://egrove.olemiss.edu/acct_inst
Part of the Accounting Commons

Accounting Archive

National Association
of

Cost Accountants
Affiliated with The Canadian Society
of Cost Accountants

Official Publications
Vol. VI

September 2, 1924

No. 1

Executive Uses of Costs

BUSH TERMINAL BUILDING
130 WEST 42nd STREET, NEW YORK

NATIONAL ASSOCIATION OF
COST ACCOUNTANTS
Affiliated with The Canadian Society of Cost Accountants

Official Publications

Vol. VI, No. 1.

September 2, 1924.

Executive Uses of Costs

HOWARD BERRY, Comptroller,
Mathieson Alkali Works, Inc.,
New York City.

BUSH TERMINAL BUILDING
130 WEST 42nd STREET, NEW YORK CITY

The National Association of Cost Account
ants does not stand sponsor for views expressed
by the writers of articles issued as Publications.
The object of the Official Publications of the
Association is to place before the members
ideas which it is hoped may prove interesting
and suggestive. The articles will cover a wide
range of subjects and present many different
viewpoints. It is not intended that they shall
reflect the particular ideas of any individual
or group. Constructive comments on any of
the Publications will be welcome.

*

Additional copies of this Publication may be
obtained from the office of the Secretary. The
price to members is twenty-five cents per copy
and to non-members seventy-five cents per copy.

*

COPYRIGHTED BY

NATIONAL ASSOCIATION OF
COST ACCOUNTANTS
September 2, 1924

National Association of Cost Accountants
EXECUTIVE USES OF COSTS

Publication Department Note
The author of this article has had a varied experience in cost and general
accounting. For a number of years he practiced public accounting. In recent
years he held the position of General Auditor of the American International
Corporation and later was Comptroller of the Remington Arms Co., Inc.
During the war Mr. Berry served as a Captain in the Gas Mask Division
of the Chemical Warfare Service of the U. S. Army.
For the past year as Comptroller of the Mathieson Alkali Works, Inc., he
has worked out many interesting problems in connection with centralizing all
cost and general accounting at the Company’s executive offices in New York
City.
This article is based upon a paper read at the meeting of the New York
Chapter held May 13, 1924.
The article offers an answer to the question, “Now that you have the costs
what are you going to do with them?” Every accountant and executive ought
to do some hard thinking alone these lines. Are the costs which you are pre
paring being properly used?
The author stresses intelligent analysis of the records of all departments,
and also gives some valuable information which works managers, sales man
agers, presidents, and board of directors should be able to glean from cost
accounting.

We have heard many interesting discussions at our chapter
meetings during the past year about the compilation of costs, their
numerous ramifications and the many bases on which it is proper
to compile costs. This brings us to the subject, “Now that you have
the costs, what are you going to do with them?”
I am going to relate in a general way, the nature of our busi
ness. The major articles which we produce are:—Liquid Chlorine,
Bleaching Powder, Caustic Soda, Soda Ash and Bicarbonate of
Soda.
We have two main plants, one at Niagara Falls and one in
the southwestern part of Virginia. The chlorine and bleaching
powder are made at Niagara, the ash and bicarbonate of soda at
the Virginia plant. The caustic soda is made at both plants, but
the process is entirely different. At Niagara the electrolytic process
is used while at the Virginia plant, the process is known as
“Ammonia Soda.”
From an accounting standpoint we use process costs. Our
monthly costs are supposed to be actual, that is, as much as any
closing shows actual results. What I mean to convey is we do not
use standard or predetermined costs to any appreciable extent.
Cost of Sales means to us expense of every nature including
selling. The only items we put below Cost of Sales in the Profit
and Loss Statement are miscellaneous outside income items and
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the generally accepted items of income charges. Of course, we
keep our Administrative expenses and Selling expenses entirely
separate; the Administrative expenses going into our costs and the
selling naturally as a direct charge to Cost of Sales.
I am not going to limit this article to a discussion of our
method for I realize a process cost system does not involve the
many intricacies as do systems of companies manufacturing many
articles—large and small and with many grades, styles and models,
etc. I will attempt to present my views from the standpoint of an
accounting executive grinding out data and information for senior
and junior executives of an organization on the one hand and on
the other hand the information for the statisticians of Wall Street
to ponder over.
Costs, financial and accounting information should go to in
dividuals who are answerable for the results and those people
should receive information for which they alone are answerable.
I will divide the discussion into five parts:—
1. Information the Factory Foremen and Superintendents
should have.
2. Information the Works Manager should have.
3. Information the Director of Sales should have.
4. Information the President should have.
5. Information the Board of Directors should have.

Information Foremen and Superintendents Should Have
Taking up the first division, that is, information the Foremen
and Superintendents should have, it is my opinion that to give a
foreman a large amount of information regarding items over which
he has no control, is to feed him with arguments against the man
agement as to why he is working at a handicap. It is only human
nature for a person to dwell or concentrate on the short comings
of others, thereby overlooking many pertinent matters for which
he himself is responsible. Of course, I believe the foreman should
know, in a general way, the problems with which the higher ex
ecutives are confronted so that he realize the magnitude of ineffi
cient operating in his own department and what, for instance, the
spoiling of material means. He should know, for instance, that if
the factory overhead is 100% of the direct labor in his department
and that general overhead is another 50% of direct labor in his de
partment, what the real cost of spoiled product amounts to, what
idle time involves, and what the result is when there is lack of
supervision. But for real figures for which he is answerable and
which he should study, in order to work for better efficiency, I be
lieve should be furnished him the following items applicable to his
department stated in dollars and cents: Direct Labor, Indirect
Labor, Material, Supplies, Repairs, Waste Material and Spoiled
Material.
These items should be broken down to the point where they
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can be understood. Against these should be shown the total pro
duction of the foreman’s department. He should also have calcu
lations of efficiency percentages. All these items he can visualize
because he himself has been identified with them and feels the
responsibility for the existing result. In other words he has had
so many dollars actually spent in his department, and is accountable
for that money (measured by a certain production), the same as a
cashier is accountable for money passing through his hands.
Items like depreciation, taxes and insurance, chargeable to a
department or operation cannot in any way be regarded as the
responsibility of a foreman or superintendent of that department.
If a man’s department is not laid out properly, or if he has been
allotted more space and thereby charged with more depreciation
than he should be, this condition, to my way of thinking, is not the
responsibility of the foreman, but that of the Works Manager or
the Superintendent of “Lay-out and Maintenance” who in many
plants reports to the Works Manager and generally is a part of
his immediate cabinet, or his first assistant. I do not see where a
foreman gains very much by knowing in detail the vast amount
of overhead items which somebody higher up, from a different
viewpoint, has chosen to apply to that particular department. If
we can get a report monthly which shows us the result of the
operating department based upon dollars paid for that department
as against the production turned out, and compared from month
to month on the same basis, no more accurate information is obtain
able. If this is not feasible, then we must resort to our standard
costs, but the principle of comparing the over and short with the
standard is the same.
I am a firm believer in departmental costs. I believe consider
able effort should be made in breaking down labor, material and
indirect charges, as far as is consistent, to the department to which
they are applicable. By that I mean certain indirect expenses can
be studied and from experience applied to the departments to which
they are applicable, even though various bases are used in spread
ing certain indirect charges. Factory overhead I believe should
mean only the residue of indirect charges which cannot be spread
directly to operations or departments due to their complex nature
or from the vast detail which might be involved in attempting to
break them down too finely. In this way certain indirect items for
which a foreman or superintendent may be responsible are easily
presented to him.
The point I want to bring out here is this: If the foreman or
superintendent can explain the short comings of production by
studying the production figures which appear alongside the value
of direct charges applicable thereto, there are plenty of people
higher up who can explain or take care of the overhead. The real
factor is to know that you have produced efficiently, and this factor
must not be involved with too many distortions.
5

Information the Works Manager Should Have
The attitude toward the Works Manager in respect to in
formation which he should have should be different. I believe he
should have full information regarding the financial result of his
particular Works. In our company the Manager of each Works is
a Vice-President of the Company.
The Works Manager should receive daily information from all
operations and departments such as production, number of people
employed, material used, efficiency, the causes for differences plus
or minus. Some of the information, especially that relating to
efficiency, is highly technical and perhaps a little outside the realm
of accounting, but it all has meaning to the Works Manager in
directing his course, and gives him opportunity to remedy mistakes
before they become serious.
It is said an experienced seaman can lie in his bunk and know
by the sound of the machinery whether everything is all right or
wrong. It is also said of the old time factory manager that he
could sit in his office upstairs and keep in touch with things down
stairs by the hum of the machinery.
It is different with the manager of a works which covers many
buildings spread over a considerable space. He must sense the
situation from reports coupled with visits to each department daily
and more often if necessary.
Each works manager, has his own particular hobby as to the
nature of these daily reports and as long as they give him correct
information and are not too expensive to prepare I do not think the
cost man should interfere as it has been my experience that the
works manager is the best judge of what he wants.
The cost man can be of real service in collating his monthly
findings so that the cost sheets are correct. He can meet the ideas
of the works manager and present costs in such a manner that they
will reflect the picture which the works manager has already
formed in his own mind from his daily reports. Of course, when
I speak in this vein I refer to the real works manager of to-day who
knows and respects figures. Remember they are always two or
three jumps ahead of the cost man. Now we come to the point of
where the cost man can be of real assistance.
We render the works manager a cost sheet for each process or
department. The main items shown on each sheet are:
Labor.
Material (setting forth the major items).
Supplies.
Repairs.
Power.
Works Overhead.
Depreciation.
General Overhead.
Inventory of Work in Process at the beginning and end of
month.
6

This produces our production cost total. In addition to this
we show the total tonnage produced and the unit cost per ton. On
the same sheet for that product we show cost of sales of that prod
uct by taking our finished cost out of the warehouse and adding to
it our package cost, and also our shipping and selling expenses.
Then a summary sheet is made showing our total sales against
the cost of sales with resulting profit. All sheets are for the current
month and the accumulated months of the calendar year to date.
The cost sheets of each works are bound separately.
We aim to have these cost sheets the basis for all information.
Certain items in these statements are analyzed further to stress
certain points and to answer the individual requirements of persons
entitled to additional information. One of the things I am at
present working on is to standardize these additional statements
so that one man does not receive a break down one way and another
practically the same information stated a little differently just
because the questions were raised from different sources.
Much duplication can be eliminated by having information
emanate from a central point and to convince executives of the
necessity for talking the same language.
I believe the important thing to remember in presenting a
cost sheet is to have a clear line of demarkation between each de
partment or process. This is essential in process costing because
it is difficult to value product in process if the line is not carefully
drawn. It is also essential to have as many departments as is con
sistent and especially to break them at the point where the cost of
one process becomes the prime cost of another process; or overhead
to another process. This is necessary as we must know the absolute
value at these points. This is as equally important in other manu
facturing as it is in plants using process costs.
Our cost sheets besides including product processes within
the works cover many allied costs. For instance, at the Virginia
plant we have our own salt and lime deposits. The cost of pumping
brine, the cost of quarrying the limestone, the cost of crushing,
screening and transporting the limestone to the works are all the
subject of separate cost sheets. Also steam production, electricity
produced, and the cost of making packages, etc., are all covered by
separate cost sheets.
As stated before the works manager receives all of this in
formation each month and matches it with the conclusions he has
already reached and pictured in his own mind from his various
daily reports.
The works manager also receives the sales and the cost of sales
of his particular works. As a result of all this information, he is
able to see the reflection of his own plant in the profit and loss
account of the company.
Down to the point of production cost he has had absolute con
trol of every item going into the costs except the item of general
7

overhead coming from the executive offices, but we now have this
down to a point where the fluctuation is not material and is more
or less constant.
Information the Director of Sales Should Have
In our organization the director of sales is also a vice-presi
dent. The director of sales, the sales manager or his proper assist
ants should receive daily full information as to sales, quantity and
value; quantity of finished stocks and where located, unfilled orders,
etc. Detail records relating to unfilled orders and shipments
against contracts should be available at all times and carefully
followed.
The director of sales should have access to the monthly finan
cial report showing sales and cost of sales with additional full in
formation in respect to selling expenses. All charges to selling
expenses should be OK’d by him or some one designated by him.
I believe that as far as possible no reports should be rendered
by a Sales department for the reason that many matters are over
looked because they do not have access to many facts which have a
bearing on sales.
In our organization at the head office we are developing a
Statistical Department, reporting to the Comptroller, which is
grinding out figures which are facts—facts because the figures tie
up with the general books. This is also true of the daily reports.
They should be rendered from the general department. The sales
department should report in the new orders and cancellations and
then stop. The accounting department automatically has the record
of shipments. Therefore, the unfilled order control should be kept
and reported by the accounting department. Once a month a detail
list of unfilled orders should be rendered by the sales department
and reconciled with the control. If this is not done, you will find
your unfilled order balance quite wide of the mark. The respon
sibility for the proof of the control should rest with the accounting
department.
There are many ways of breaking down sales statistics—all
depending upon the particular information desired. But they mean
very little unless the total ties up with your sales account in the
general ledger.
By this means the director of sales talks the same language as
the president who get his sales results from the profit and loss
account drawn from the general books.
This is vital to a concern where freight becomes an element of
sales; and it happens in many concerns that the invoice rendered
the customer does not reflect the true sale due to freight equalization
on certain points. Sales to us mean the net amount we get for the
product delivered to the customer.
A sales manager is called upon for many forecasts. Many of
them are as erratic as those of the Government weather forecaster.
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The most important forecast a sales manager has to make in my
estimation is the one to the works manager so he can gauge pro
duction. In these days of keen competition and ever changing
methods, and the necessity of keeping stocks at an even keel, that
organization will succeed whose sales and works managers work
together and can understand each other’s viewpoint.
The statistical department of an organization can do much to
lend a helping hand in this direction whether by charts or figures.
Whether charts or figures are used does not matter so long as true
a picture as possible can be portrayed.
We are developing some very interesting information for the
sales department by means of charts. They have been successfully
sold to the sales executives with the result that they are used as a
source of constant reference and follow-up with the field force.
The curves are also followed with respect to indexes of industries in
which our products are used and also with respect to general busi
ness conditions. They provide interesting interpretation and open
up thoughts for concentrating effort in certain directions.
Information the President Should Have
The most important reports which the president should receive
are the monthly financial statements which in our company show
principally the profit and loss for the current month, accumulated
for the year to date, and a comparison with the same month last
year, and also the balance sheet containing current figures in com
parison with those of last month.
The detail cost reports for each plant already described, and
also numerous reports and charts amplifying certain items in these
reports are also prepared.
Our president has in his office a large loose leaf columnar book
which acts as an encyclopedia and chart for directing the company’s
affairs. In it is transcribed certain information from the various
individual reports he has seen and practically covers the main
features. Each sheet shows the figures for each month and the
year's total for the particular subject. The figures for prior years
are entered directly underneath. There is no guess work about the
figures as they are entered monthly as each report is completed,
thereby being always up to date. The president himself decides
what data he wishes transcribed into this book and his decision is
the result of experience gauged by questions he most frequently has
been required to answer. We must remember that just because he is
president and sits behind a wonderful mahogany desk does not
make him immune from wanting quick answers to many pertinent
and important questions, and he must have this information before
him at all times. It does not make any difference how well a per
son is informed, an encyclopedia is a very valuable friend at times,
but to be a friend it must tell the truth and there’s where the
accountant shines by seeing that the book does reflect the true facts.
In addition to these monthly reports, concise daily reports
9

pass to his office covering production, stocks, sales, orders, cash
position, etc., which guide him daily and enable him to put his
finger on a situation demanding attention and to form a picture
in his own mind of what the result for the month or season is to be.
As far as possible we keep away from early estimate reports
as these generally must be made immediately after the first of the
month and at a time when every minute counts.
With proper information flowing through the hands of execu
tives daily and weekly and with every effort exerted to clear the
decks and not hold back on technicalities there is no reason why
an executive should not wait for actual results. In many instances
I know it requires the education of the executive considerably
before this plan can be adopted.
However, most executives view it from this angle now and I
believe this condition has been brought about by the ability of the
accounting head to speed up the work and make early closings.
The same thing applies if standard costs are used. It does not
do simply to present a profit and loss account on this basis and stop.
The important factor is how far from the standard did we hit, and
so in the last analysis the final result is what the president must
have before he can broadcast the results to the subordinate execu
tives or to the Executive Committee and the Board of Directors.
Information the Board of Directors Should Have
There are various ways of presenting a financial report to the
Board of Directors, and it is the duty of the accounting head to get
their viewpoint and to arrange the statements in such a way that
they can best understand them. This is generally brought about
by the way the president, and possibly, the members of the Execu
tive Committee have learned to read a statement from their own
viewpoint. In our particular company, considerable stress is laid
upon the statement which reveals what has been done with the
profit each month.
This is known as the income and disposition statement. We
take the net income for the month and add to it the depreciation
which has been charged into our costs for the month. This total is
equivalent to the changes in the assets and liabilities as reflected by
the balance sheet plus dividends declared.
We also show on this same sheet the amount of the net income
necessary to satisfy preferred stock requirements for the month,
and the remainder applicable to common stock. Of course, this is
not set up in the books but is used simply as a footnote. In addi
tion to this we show the amount per share earned on the common
stock.
From experience I have learned that when you are presenting
financial results to a president or a Board of Directors of a com
pany the earnings per share of common stock must never be over
looked. In fact, I believe it should be up at the top of the first page.
Many a time I have prided myself, to my own way of thinking, on
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having prepared a rather nice report. The first question asked
by the party to whom it was submitted was, “How much did we
make on the common?” Such a question often takes the punch out
of the whole statement if an immediate answer is not made. Hence,
I strongly recommend that this never be overlooked, especially if
the common is listed.
I have dwelt at some length on this particular statement but
it contains a vast amount of top information all on one sheet, as it
summarizes the profit and loss account as well as the balance sheet.
Supporting this sheet, of course, are the profit and loss account
and balance sheets, together with statements of additions to plants,
changes in inventories, etc.
I have given my views on what should be the scope of reports
emanating from the accounting department.
The principal thing to keep in mind is to have the persons who
get them use them, and understand what they are using. It is sur
prising how different constructions are placed on certain items of
a report by executives which are very simple to an accountant. It
is the duty of the accountant, therefore, to see that the proper in
formation is conveyed. I submit in person all important statements
at the head office, and answer questions about them, and point out
salient features as I see them. Remember good money is spent in
preparing the statements. Therefore, make the statements pay
for themselves by selling the idea to the person for whom they were
made that they do contain real figures that can be used in man
agerial control. If a statement cannot pass this test, the making of
it should be discontinued.
Just as the character of a man is judged by the company he
keeps, so is the worth of an Accounting Department gauged by the
character of reports compiled and suggestions made.
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